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Dear S i r  o r  M~d~rn:  

***  * * * * * *  **** ****  ***** * * * * *  2  

Date: SEP 1 3 1993 

Ptraoa t o  Contact: 
******** ***** 
********* *** : 
****  ******** 
****  ***** ** 
********** *********  

We have considered your appl ica t ion fo r  recognit ion of exemption from Federal 
income t a x  under bqth sect ion 501(c)(6)  and 501(c)(7)  of the  In te rna l  Revenue 
Code. 

Tie information aubmitted indicate8 t h a t  you were organized on ****** *  **** i n  
the S t a t e  of ****** . Your s t a t ed  purpose8 are t o  promote a s p i r i t  of f r i end ly  
cooperation and t o  encourage networking i n  the ***** business community among the  
manufacturers, wholesalers, r e t a i l e r s ,  agr icu l tu ra l  and professionals of the  
C i t y  and County by holding and conducting soc ia l  gatherings and sponsoring 
spcc ia l  events.  

Your bylaws, which had the  same purposes were amended on ***  *  **** t o  s t a h  
t h a t  your -pxpose i n  t o  m&a the general public aware of bueinessea by holding 
and conducting soc i a l  gatherings and sponsoring specia l  events. , 

Eoth the  o r i g ina l  and amended Bylaws r e f e r  t o  Sponsors and the  f a c t  t h a t  
Sponsors s ign  a TRADE CLUl3 Sponsor Form and pay an annual fee.  Also, both 
require  tLat  Directora aha l l  obtain a minimum of three  (3 )  t rade  c lub  Sponaora 
i n  addi t ion t o  h i s h e r  own. Both a t a t e  t ha t  admission t o  TRADE CLUB Nights o r  
soc i a l  gathering s h a l l  be by val id  t i c k e t  only. 

You o r i g ina l l y  applied f o r  exemption under aection 501(c)(6), and a t  t h a t  time 
you   how ad the  same purposes a8 i n  your a r t i c l e s  and bylawe and indicated t h a t  
YGU would conduct three Trade Club Nighte annually. A t  theee n igh t s ,  businesses 
and profess ionals  promote t h e i r   product,^ and/or services  through personal 
contact  and showing o r  t e l l i n g  about t h e i r  producta/eervices. You indicate  t h a t  
members pay an annual sp3naorship fee  fo r  t h i s .  



******* ***** ********* ***  

You ind ica te  t h a t  the  organizat ion i a  supported through the  s a l e  of annual 
sponsorships, and t h i s  is r e f l e c t e d  in  your f i n a n c i a l  da ta .  You f u r t h e r  s t a t e  
t h a t  you a r e  considering a Trade Show i n  the fu tu re  where s p n s o r s  would e x h i b i t  
t h e i r  products o r  promote t h e i r  aervicea,  again with the  organizat ion charging a 
fee t o  defray t h e  expensea of booths and f a c i l i t y  charges. 

When you were advised t h a t  i t  d i d  not appear t h a t  you qua l i f i ed  f o r  exemption 
under sec t ion  501(c1(61 of tho Code. s ince  it appaared t h a t  your s o l e  a c t i v i t y  
WAB t h r e e  annual TRADE CLUB Showa. instead of supplying the  r e q u e ~ ~ e d  a d d i t i o n a l  
information. you applied f o r  exemption under sec t ion  5 0 1 ( c ) ( 7 ) .  

Your l e t t e r  of **** *  **** accompanying your appl ica t ion f o r  exemption under 
sec t ion  5 0 1 ( c ) ( 7 )  a t a t e s  agaiq t h a t  your purpose i a  t o  encourage aponaors t o  do 
buainesa with o the r  members /e~nsora  t o  provide a networking between and among 
businesaes. In t h i s  l e t t e r  ).ou s t a t e  t h a t  the  t r ade  shows a r e  not a d - ~ e r t i a e d  
pub l ic ly ,  although Schedule D of the  accompanying app l i ca t ion  s t a t e a  t h a t  the  
Trade Club Nighta are open t o  the p i b l i c  and adver t i sed  on radio.  TV and i n  the 
newspaper. This app l i ca t ion  emphasizes the  f a c t  t h a t  Trade Club Nights include 
dinner and entertainment. 

Section 5 0 1 ( c ) ( 6 )  of the  In te rna l  Revenue Code providks exemption f o r :  

"Business leagues. chambers of commerce. ... not organized f o r  p r o f i t  and no 
part of the  ne t  earnings of which inures t o  the  benef i t  of any p r iva te  
shareholder o r  individual ."  

Section 501(c)  of the  Code describes c e r t a i n  organizat ions exempt from Federal 
incone t a x  under sec t ion 501(a)  and reads,  i n  p a r t ,  a s  followe: 

" ( ,7)  Clubs organized f o r  pleasure,  recreat ion,  and other  nonprofi table 
purposes. s u b s t a n t i a l l y  a l l  of the  a c t i v i t i e a  of which a r e  f o r  such 
purposes and no p a r t  of the net  earnings of which inures t o  the benef i t  of 
an; pr iva te  shareholder." 

Section 1 . 5 0 1 ( ~ ) ( 6 ) - 1  of the  Income Tax Regulations provides t h a t ,  f o r  an 
organizat ion t o  be exempt. its a c t i v i t i e s  muot be: 

" . . . d i rec ted  t o  the improvement of buainesa condit ions of one o r  more l i n e s  
of business a s  dist inguished from the performance of p a r t i c u l a r  service8 
f o r  individual  persona ..." 



******* *****  *** ****** ***  

Section 1.501(~)(6)-1 of the regulations provides as follows: 

" A  business league ia an association of persons having aose common busineas 
interest, the purpose of which is to promote such common intereot and not 
to engage in regular business of a kind ordinarily carried on for profit. 
It is an organization of the same general clase as a chamber of commerce or 
board of trade. Thus, its activities should be directed to the improvement 
of busineea conditions of one or more line8 of buainesa aa diatinguiahed 
from the performance of particular services for individual persons. An 
organization whose purpose is to engage in a regular buoinesa of a kind 
ordinarily carried on for profit, even though the buaineaa ia conducted on 
a cooperative basis or produces only sufficient income to be 
sell-custaining, ia not a business league. W" 

Section 1.501(~)(7)-1 of the regulations provides, in part, as followo: 

"(a) The exemption provided by section 501(a) for organizations described 
in section 501(c)(7) applies only to clubs which aye organized and operated 
exclusively for pleasure, recreation, and other nonprofitable purposes, but 
does not apply to any club if any part of its net earning8 inures to the 
benefit of any private shareholder. In general, this exemption extende to 
social and recreation clubs which are supported solely by membership fees, 
dces, and asoesuments. However, a club otherwise entitled to exemption 
will not be disqualified because it raises revenue f r ~ m  aenbers through the 
use of club facilities or in connection with club activities." 

"(b) A club which engages in business, such as making its social and 
recreational facilities available to the general public or by selling real 
estate, timber, or other products, is not organized and operated 
exclusively for pleasure, recreation, and other nonprofitable purposes, and 
is not exempt under section 501(a). Solicitation by advertisement or 
otherwise for public patronage of its facilities is prima facie evidence 
that the club is engaging in business and ie not being operated excluaively 
for pleasure, recreation, or social purpoaea. However, an incidental sale 
of property will not deprive a club of its exemption." 

Revenue Ruling 58-224, 1958-1 C.B. 242 statea that an organization which 
operates a trade show as its sole or principal activity primarily for the 
purpose of rendering particular services to individual persons is not entitled 
to exemption from Federal income tax au an organization deacribed aa a buoinesa 
league in section 501(c)(6). 



******* *****  *** ****** ***  

Revenue Ruling 59-391, 1959-2 C.B. 151 covern an organiza t ion  compsed of 
i n d i v i d u a l s .  f i rms,  a s soc ia t ions  and corporat ions.  each r ep resen t ing  a d i f f e r e n t  
t r a d e .  I t  was croa ted  f o r  t h e  purpose of exchanging information on bus iness  
p rospec t s  and has  no common bus iness  i n t e r e s t  o the r  than a d e s i r e  t o  inc rease  
s a l e s  of members, and does n c t  q u a l i f y  f o r  exemption under s e c t i o n  5 0 1 ( c ) ( 6 )  of 
t h e  Code. 

Revenue Ruling 65-14 s t a t e s  t h a t  an  organization formed t o  promote t h e  t o u r i s t  
i n d ~ ~ s t r y  i n  i t o  a rea  and whoae p r inc ipa l  a c t i v i t y  is the  pub l i ca t ion  of a 
yearbook c o n s i s t i n g  l a rge ly  of paid advertisements f o r  its members is not  
e n t i t l e d  t o  exemption from Federal income t a x  under oec t ion  5 0 1 ( c ) ( 6 )  of t he  
code. The ~ c t i v i t y  is considered the  performance of p a r t i c u l a r  s e r v i c e s  f o r  the  
i n d i v i d u a l s ,  r a t h e r  than a n  a c t i v i t y  aimed a t  t h e  improvement of genera l  
bus iness  condi t ions .  

On the  b a s i s  of t he  information submitted, we have concluded t h a t  you do not  
q u a l i f y  f o r  exemption under s e c t i o n  5 0 1 ( c ) ( 6 )  o r  5 0 1 ( c ) ( 7 ) .  Since your Wrpose 
is t o  promote t h e  business  community, and t o  conduct Trade Club Nights a t  which 
bus inesses  and p ro fes s iona l s  promote t h e i r  products and/or s e r v i c e s ,  you a r e  not  
organized f o r  p leasure ,  r ec rea t ion ,  and o the r  nonprof i tab le  p v p o s e e .  This  i a  
a p p l i c a b l e  whether o r  not you e e l 1  t i c k e t s  t o  the  general  publ ic ,  and whether 
t h e  Trade Nights a r e  f o r  members only o r  not .  *  *  a f o r  p r o f i t  purpose r a t h e r  
than  a r e c r e a t i o n a l  purpose. As you s t a t e ,  **  ***** **** ** ***** providca an 
atmosphere where **** a a r ea  business  men and women can become b o t t e r  acquainted 
and meet with p o t e n t i a l  customers while enjoying a p leasant  and e n t e r t a i n i n g  
evening. This is not  a 5 0 1 ( c ) ( 7 )  purpose. 

Also, s i n c e  your purpose is t o  promote t h e  buainess  i n t e r e s t s  of t he  members, 
you do no t  meet t he  requirement3 of ssc t ion  5 0 1 ( c ) ( 6 )  t h a t  t he  a c t i v i t i e s  be 
d i r e c t e d  t o  the  improvement of business  condit ions of one o r  hore l i n e e  of 
bus iness  a s  d is t inguished  from the  performance of p i r t i c u l a r  s e r v i c e s  f o r  
i nd iv idua l  persons. Your primary purpose is f o r  sponsors t o  meet p o t e n t i a l  
customers,  which is exac t ly  opposi te  t o  the  501(c ) (6 )  requirements.  Your primary 
source of income is from sponsors who a r e  promoting t h e i r  producto a t  your TRADE 
CLUB Nights.  

Although Revenue Ruling 58-224 covers a t r ade  show with a c t u a l  aa leo ,  it 
concludes t h a t  t he  a c t i v i t y  s u b s t a n t i a l l y  serves  t h e  exh ib i to re  and r e t a i l e r s  a s  
a convenience and economy i n  the  conduct of businese.  Like t h i s  organiza t ion ,  
you a x  providing a se rv ice  f o r  indiv iduals  a s  d is t inguished  from the  
improvement of business  condi t ions  in  general .  
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u do not  r equ i re  t h a t  each member represent  a d i f f e r e n t  bus iness  l i k e  
; a t ion  i n  Revenue Ruling 59-391, l i k e  t h a t  o rgan iza t ion ,  you have no 
.ness i n t e r e s t  o the r  than the mutual d e s i r e  t o  inc rease  bus iness .  
. t i e s  a r e  not  d i r e c t e d  t o  t h e  improvement of bus iness  cond i t ions  of 
I l i n e s  of business, b u t  r a t h e r  t o  the  promotion of the  p r i v a t e  
i the  members m d  sponsors.  

* g a ~ i z a t i o n  formed t o  promote t h e  t o u r i s t  induet ry  i t1  Revenue Ruling 
primary purpose is t o  provide a  oervics  f o r  t h e  members and sponaore 

3 them t o  have personal  con tac t s  and t o  show and/or te l l  about t h e i r  
wviceo. This  is considered t h e  performance of p a r t i c u l a r  s e r v i c e s  
nbera and s p n s o r e ,  r a t h e r  than  an a c t i v i t y  aimed a t  t h e  improvement 
bus iness  condi t ions .  

f, it is held  t h a t  you a r e  not  e n t i t l e d  t o  exemption from Federal 
as  a? organiza t ion  described i n  s e c t i o n  5 0 1 ( c ) ( 6 )  o r  5 0 1 ( c ) ( 7 ) ,  o r  

sec t ion  of the  Code, and you a r e  required t o  f i l e  Federal income t a x  
Form 1120. 

not agree with these  conclusions,  you may, wi th in  30 days from t h e  
is l e t t e r ,  f i l e  i n  dup l i ca te  a  b r i e f  of t h e  f a c t s ,  law, and argument 
l y  s e t s  f o r t h  your pos i t ion .  If you d e s i r e  an o r a l  d iscuss ion  of the  
a se  ind ica te  t h i s  i n  your p r o t e s t .  The enclosed Publ ica t ion  892 g ives  
ns f o r  f i l i n g  a p r o t e s t .  

no t  f i l e  a p r o t e s t  with t h i s  o f f i c e  wi th in  30 daya of t h e  d a t e  of t h i a  
l e t t e r .  t h i s  proposed determinat ion w i l l  become f i n a l .  

e e  with theee conclusions o r  do not  wiah t o  f i l e  a w r i t t e n  p r o t e s t ,  
n and re tu rn  Form 6018 i n  t h e  enclosed self-addressed envelope a s  soon 
e .  

Ie any f u r t h e r  ques t ions ,  please contac t  the  person whose name and 
number a r e  shown a t  t h e  beginning of t h i a  l e t t e r .  

S incere ly ,  

**** * *  ***** 
D i s t r i c t  Director  


